Campaign for Better Transport

A response to the consultation on

Aviation Duty

Campaign for Better Transport, previously Transport 2000, represents a range of environmental groups, transport operators and trades unions. CBT campaigns for transport that improves the quality of life and reduces the impact on the environment.

CBT has regular discussions with Ministers and officials in the Treasury, DfT and DEFRA and other departments and public bodies 


Summary

1. Aviation taxation is far too low. Even after the increase from aviation duty, the annual yield is only £2.5b compared with a benefit of £11 b from the absence of fuel tax and VAT. 

2. The forecast of 29% of UK emissions, including radiative forcing, by 2050 is a serous underestimate

3. The 0.5 million tonnes CO2 from the new duty is less than one year’s growth.

4. Nevertheless, we welcome the new aviation duty, 

5. We also welcome the fuel duty on aircraft below 5.7 tonnes and assume that the revenue from this is additional to the £520 million extra yield from the new aviation duty.

6. We endorse the use of Maximum Take-Off Weight (MTOW).

7. We suggest that the duty should be levied on the plane’s final, rather than first, destination (question 15).

8. We agree with the proposal to combine the weight and the distance factor by simple multiplication.

9. On general and business aviation, we agree the 5.7 tonnes level, but

1. (re question 22) We suggest, not as an alternative, but as an addition, VAT should be levied on all general aviation 

2. (re question 25) We do not support exemptions for public service flights, training flights, maintenance flights or aerial displays, though multiple take-offs might pay a reduced rate of duty.

3. (re question 27) We suggest renegotiation of bilateral agreements with France and Belgium, to prevent refuelling trips to these nearby countries.

10. We welcome the inclusion of freight and transfer/transit passengers.
11. Aviation duty should be subject to annual increments sufficient to double it in five years.

We strongly support the proposed change from a tax per passenger to a tax per plane, and are glad to have this opportunity to respond to the consultation paper which is clear, logical and well written.
We welcome the objective of the new tax which is stated in the first paragraph of the consultation to be “sending better environmental signals, and ensuring that aviation makes a greater contribution to covering its environmental costs, while ensuring that a fair level of revenue continues to be raised from the sector in order to support public services.”
Our main concern about the taxation of aviation is that the level of tax is far too low.  It has been estimated that the absence of fuel tax and the absence of VAT amount to around £11 billion year.  When Air Passenger Duty of £2 billion is set against this, the result is the oft quoted ‘tax subsidy’ to aviation of £9 billion.  This means that the objective of ensuring that air passengers make a fair contribution to public services is not at present achieved.

Although it is proposed that the new aviation duty will generate an extra £520 million a year that is almost all accounted for by the extension of the tax to freight and transfer passengers.  So there will be virtually no increase in the average tax on passengers.

The low level of tax creates an artificial stimulus to demand, with a substantial adverse effect on climate change.  The consultation paper states in paragraph 1.9  that air travel “is forecast to grow to around 21 per cent of the UK greenhouse gas emissions in 2050.” adding in a footnote that the figure is forecast to be 29% if radiative forcing is included.  That, we believe, is a serious underestimate.  A number of independent forecasts have suggested that by 2050 aviation, on present policies, will use up virtually all UK permissible emissions.  

The estimated effect of the new duty of reducing CO2 emissions by 0.5 million tonnes is small compared to the total emissions from aviation of 37.5 million tonnes in 2005, and will be swamped by one year’s growth.

The consultation paper states that the Government would like to see the Chicago Convention and bilateral agreements amended to allow the taxation of aviation fuel.  This may become easier to achieve after the US Presidential election in November this year, but even so is likely to take many years.  We do not accept that a tax increase for air travel must wait on international agreement.  Since, as the consultation paper points out, ‘One fifth of all international air passengers in the world are on flights to or from a UK airport’, there is a moral duty for Britain to take a lead.

Therefore we suggest that when the new Aviation Duty is introduced in November 2009 it is made subject to annual increments sufficient to ensure that it is at least doubled over the following five years.   

The consultation paper is not entirely correct in stating that: ‘All the evidence suggests that the growth in the popularity and importance of air travel is set to continue over the next 30 years.’  A wide variety of opinion surveys, including those conducted by government departments, show a high level of concern about climate change and an increasing view that air travel must be limited. A clear majority of the public support higher tax on aviation if the proceeds are used for improving the environment.  
We now respond to the specific questions posed in the consultation.

1. What would be the simplest and most transparent method of using maximum take-off weight: banding or straight calculation of either the constant MTOW or some function of MTOW?

We agree with the use of maximum take off weight, and indeed this was included in the proposals we put to the Treasury.  Banding might give rise to protracted argument about which aircraft should be in which band.  We see no need for a complex function.  Therefore we consider the tax should be directly proportional to the MTOW, which would make it roughly proportional to the climate change damage caused by each aircraft.

2. Are there any possible distortions/problems caused by using MTOW?

It does not take account of the relative fuel efficiency of different types of aircraft and engines, and does not provide any incentive to increase efficiency.   Ideally any tax should be directly related to emissions or to fuel use but, as the consultation paper points out, this is not possible at present for legal reasons.  

3. What do you think the environmental benefits of using MTOW would be?

It would encourage airlines to improve their load factors, and not to operate luxury services in which large aircraft are flown with few passengers.  It would encourage the use of smaller lighter aircraft where possible.

4. How well do you think that using MTOW as the basis for the duty helps the

Government achieve its objectives?

Better than any other measure under consideration.

5. What would be the simplest method of using NOx emissions: banding or

straight calculation of either the constant NOx emissions or some function

of NOx emissions?  

No comment.

6. Are there any possible distortions/problems caused by using NOx emissions?

in the landing and take-off cycle as the basis for the duty?

We agree with the consultation paper that it would be better at this stage to use MTOW than NOx, though, once the data set referred to in 2.14 is finalised, further consideration should be given to an additional charge related to NOx emissions. As the consultation paper notes, these emissions are not within the scope of the EU Emissions Trading Scheme.

7. What would be the best source of robust data on NOx emissions in the

landing and take-off cycle? 

No comment.

8. What would be the simplest method of using CO2 emissions in the landing

and take-off cycle: banding or straight calculation of either the constant CO2
emissions or some function of CO2 emissions?

 No comment.

9. Are there any possible distortions/problems caused by using CO2 emissions

in the landing and take-off cycle as the basis for the duty?

Obviously the landing and take-off cycle may not reflect emissions during the whole flight.  More seriously we would be concerned that any attempt to use CO2 emissions might be open to legal challenge from US airlines on the grounds that it was equivalent to a fuel tax.

10. What would be the best source of robust data on CO2 emissions in the

landing and take-off cycle?  

No comment.

11. Is there another aircraft measure that would be better for aviation duty than

the three options described above?

Not that we are aware of.
12. The Government would also welcome views on the extent to which the new

aviation duty could play a role in covering other environmental costs as well

as incentivise airlines to use quieter aircraft.

We consider that the aviation duty should gradually be raised to a level which covers all the external costs of aviation, and which in addition provides a fair contribution to public finances.  We are not, however, in favour of lower rates of duty for quieter aircraft:  this would add an additional complication to the new tax;  it would also distract from its main climate change purpose.  Quieter aircraft should be encouraged by lower landing fees, by preferential night quotas, by a steady reduction in the maximum noise limits applied at take-off; and by increased penalties for breaches of those limits.

The Government recommends that the distance factor used in the calculation of

aviation duty is determined by placing destinations into three geographical bands. 

13. Do you agree that banding is the most appropriate measure?

We would prefer the tax to be based on the exact great circle distance but understand the case made for banding.  We understand that under EU rules all EU countries need to be in the same band.
14. Do you agree with the banding system that the Government has suggested?

Yes.

15. How well does a banded approach to distance achieve environmental

objectives, given the need to avoid a perverse incentive to fly viaintermediate hubs?

We are concerned that some airlines with long haul flights may try to ‘cheat’ by landing for a few minutes at an airport in the lowest band (not necessarily a hub). This would mean a loss of revenue, tend to bring the tax into disrepute, and have an adverse effect on climate change.  There is also the problem of genuine re-fuelling stops where few or no passengers disembark.

Therefore we suggest that the tax should not be levied on the first destination but on the final destination.  A complication may occur where there are several ‘final destinations’ e.g. a plane may be advertised as flying to two nearby cities. We suggest that the ‘final destination’ should be defined as the furthest point at which more than 50% of the original passengers are still on board.  This would need some policing by Revenue and Customs but much less than the anti-avoidance provisions in other taxes.  In most cases a look at the destination board at the UK airport, or on the airline website, would suffice to check the final destination.

If it were found that ‘final destination’ was a viable basis for the tax, it might be possible to introduce an additional band for very long distances in order better to reflect the climate change damage caused.  Under the proposed bands a flight to New York and a flight to Sydney would pay the same tax, yet Sydney is three times the distance.

16. What are the possible distortions/problems caused by using distance?

See above.

17. What would the advantages/disadvantages of using great circle distance be?

There would be no incentive to fly the most direct route, but fuel and other costs would provide a sufficient incentive not to make unnecessary detours. 

18. How would you combine distance with other criteria?

We would support the most simple system:  to multiply the MTOW by the rate for the appropriate distance band.

19. Are there other alternatives for including a distance factor, not already

covered?

Not that we are aware of.

General and business aviation

The Government welcomes views on the proposal that a 5.7 tonnes de minimis

limit for aviation duty is applied, with all fixed wing aircraft below this level subject to fuel duty. In particular, responses would be welcome on the questions below:

20. Do you agree that a de minimis limit based on the weight of an aircraft a

suitable measure?

Yes.  We strongly welcome the imposition of fuel duty on all aircraft below 5.7 tonnes. We assume that the revenue form this will be additional to the £520 million extra revenue to be generated by aviation duty.

21. Is 5.7 tonnes a suitable level at which to set a de minimis limit?

Yes.

22. Is there an alternative measure that you feel is more appropriate?

We suggest that in addition all general aviation should in due course be made subject to VAT.   It is similar to all other forms of consumer expenditure which are subject to VAT, and there are no social reasons to make it exempt or zero rated.  The owner of a large car pays VAT on its purchase, its fuel and its servicing.  Exactly the same should apply to the owner of a small plane or helicopter.
23. Can you suggest an alternative way in which to ensure that aviation is captured either by aviation duty or fuel duty while minimising administrative burdens and complying with international law?

No.

24. Do you agree that all helicopters should be placed within the fuel duty

regime rather than the aviation duty regime?

Yes.  Increasing the tax on helicopters would be particularly welcome as they create a disproportionate amount of nuisance.  Although hot-air balloons create little noise, it would seem logical that their fuel should also be taxed.

25. Do you think that there is a strong case for any of the exemptions listed

above?

In general, if a public service needs special treatment, we consider that it should be given a larger grant but pay the full rate of tax. This would also reduce the administrative burden on HMRC. 

We see no reason to exempt training flights, any more than members of the public should be given tax exemption when learning to drive.  Teaching pilots to fly is a cost that the industry should properly bear.

Nor do we see any reason to exempt flights to airports where maintenance is done (e.g. BA do much of their maintenance at Cardiff), any more than a member of the public should be allowed to drive tax-free to the garage when taking his car in for an MOT.  Maintenance is part of the cost of running an airline, and should be borne by the airline.  We can see the case for exempting multiple take-offs which may be necessary for testing and suggest that all flights of, say, less than 10 minutes might pay a reduced rate of duty.

Nor do we see any reason to exempt public aerial displays.  The climate change damage is the same as with any other flight, and there is no special social benefit.  Indeed some members of the public may find aerial displays slightly offensive when everyone is encouraged to do all they can to reduce their carbon footprint.

26. Are there any other categories of flight for which there is a strong case for

exemption? If so, how would those exemptions be defined and enforced?

There will no doubt be much special pleading for more exemptions, but we feel it is important to keep the tax simple and straightforward.

We expect that there will be a request to exempt re-positioning flights, i.e. when a flight has been diverted due to bad weather and then needs to return empty to its normal airport.  There are also cases where an aircraft takes off but then lands again because of some technical or security problem.  Or where short circuits are flown for training purposes.  In all these cases the climate change damage is not negligible, and we suggest that they should be charged at least half rate duty.   There must be no exemption for empty flights that are flown merely to keep slots open.

27. Would there be a strong environmental case against any of the possible

exemptions?

The proposed exemption from fuel duty for small aircraft on international flights is illogical.  It may lead to trips to nearby airports in France or Belgium to refuel, causing loss of revenue and climate change damage.  It is not correct to say that international law compels the UK to provide a rebate: the Chicago Convention only applies to fuel already on board.  Fuel tax on international flights is ruled out by bilateral agreements, and we suggest that the Government should explore with the French and Belgian governments whether the relevant agreements could be amended to tax fuel for this type of flight.

 The Government’s intention is that aviation duty will apply to aircraft carrying
freight as well as those carrying passengers. Although decisions on rates are yet to be made, in considering the impact, it is envisaged that the duty levied per flight will be of a similar magnitude to the amount of APD paid on a similarly sized aircraft. 

We strongly welcome the intention to tax freight.  This will help to meet the widespread public anxiety about the climate change impact of imported goods such as food and flowers.

28. What economic impacts do you think there will be? You might wish to

consider the Impact Assessment of freight in Annex B.

There will be a substantial benefit to UK horticulture.

29. What would be the economic impacts on freight-only flights?

This will depend on the elasticity of demand for the goods transported by air.  Where the goods are of importance to their purchasers, the purchasers will absorb the extra cost.  Where the goods are frivolous and unimportant, demand will fall.

30. How might freight operators pass the costs through to consumers? How

sensitive have consumers been in the past to a change in price?

See above.

The development of ‘just in time’ services for the supply of spare parts creates climate change damage:  the alternative is for manufacturers to keep an adequate supply of spare parts.

We regret that most Post Office long distance deliveries in the UK have switched from train to air with consequent climate change damage (and extra noise at night).  This switch must at least in part be due to the fact that the tax on air freight does not cover the external costs of these services.

31. What would be the environmental impacts of applying aviation duty to

freight?

Many freight-only aircraft are old, noisy and highly polluting.  If the effect of aviation duty is to reduce their number that will be beneficial.

32. What would be the impact on freight hubs and modal transfers of goods

from these hubs?

There have been widespread complaints about noise caused by the rapid growth of East Midlands airport, one of the main freight hubs, and about the large number of night flights from that airport.  As with transfer passengers, so with a freight hub:  goods are flown in from one foreign country and flown out to another.  There is little economic benefit to the UK but a great deal of environmental damage.  

33. Do you have any other comments about the application of aviation duty to

freight?

No.

 The Government is minded that aviation duty, as a per plane duty, should apply

irrespective of the passengers carried.

We strongly welcome this proposal.  Transfer and transit passengers bring very little economic benefit to the UK.  Especially at Heathrow, where they amount to 35% of all passengers, they mean a large number of extra planes (or larger planes) thus adding to the noise and pollution and danger over London.  If the purpose of the new tax is related to the climate change damage caused by each aircraft, it would be illogical to make any concession for transfer passengers.

The 35% figure includes UK to international transfers.  If the new duty encouraged replacing such trips by more point to point direct services from regional airports that would be beneficial, as would giving more encouragement to use rail services instead of domestic flights.

34. What evidence can you provide about the impact of moving to aviation duty

on the provision of transfer services?

The airlines can be expected to argue that transfer passengers will switch to continental hub airports, and that this will damage Heathrow and result in fewer routes being served.  Heathrow is, however, full and there is excess demand for slots there at all times of day and night.  If the result of imposing aviation duty is that some passengers chose to fly via other airports, Heathrow will immediately fill up with other flights, so there will be little or no damage.  Indeed there may be an opportunity to increase the number of flights between Heathrow and the UK regions.

35. What are the economic and environmental implications of these impacts?

If other EU countries follow the example set by the UK, and impose a similar tax to the aviation duty, there will be virtually no economic implications.  We suggest that the aviation duty might be rebated for any transfer passengers arriving from, or departing to, a country which had a similar tax.  This would prevent double taxation and would encourage other countries to follow our example.

36. How might airlines change their business model in response to this design

of the duty?

As hinted at in the consultation paper, it is open to any airline which fears that it may lose transfer passengers to charge them a fare which excludes their share of the aviation duty, and to recoup the duty by charging other passengers higher fares.  

37. How might passenger behaviour be affected? How sensitive have consumers

been in the past to a change in price?

We have no evidence on these points.   

38. What, if any, specific routes would be affected?

No comment.

We have no comments to make on questions 39 - 49.
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